
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * 

f n  t h e  M a t t e r  of: 

THE APPLICATION OF JESSAMINE 1 
COUNTY WATER D I S T R I C T  NO. 1 FOR ) CASE NO. 4676-1 
A PURCHASED WATER ADJUSTMENT 1 

O R D E R  

On Janua ry  25 ,  1984,  Jessamine  County Water  D i s t r i c t  No. 1 

("Jessamine") filed its application w i t h  t h i s  Commission to 

i n c r e a s e  its rates pursuant t o  807 KAR 5 : 0 6 7 ,  Purchased  Water 

Adjus tment  ( .PWA') . The proposed rates  would produce a d d i t i o n a l  

r e v e n u e  of $31,602, an increase of 47 p e r c e n t .  

Upon a thorough r e v i e w  of t h e  f i n a n c i a l  s t a t e m e n t s  submi t -  

ted w i t h  t h e  a p p l i c a t i o n ,  t h e  Commission d e t e r m i n e d  t h a t  t h e r e  may 

be a p o t e n t i a l  for J e s s a m i n e  t o  absorb a p o r t i o n  of the i n c r e a s e  

i n  t h e  cost of water. Therefore, t h e  Commission e n t e r e d  a n  

i n v e s t i g a t i o n  of t h e  t e s t - y e a r  f i n a n c i a l  s t a t e m e n t s  of a greater 

scope than t y p i c a l l y  c o n d u c t e d  i n  a BWA a p p l i c a t i o n .  I n f o r m a t i o n  

requests were issued o n  Apr i l  24,  1984 ,  and  J u n e  7 ,  1984,  in which 

Jcssamine was g i v e n  t h e  o p p o r t u n i t y  to  present e v i d e n c e  as to why 

a portion of t h e  increare i n  the coat of water s h o u l d  not be 

absorbed. 

Based on  t h e  d e t e r m i n a t i o n s  h e r e i n ,  J e s s a m i n e  h a 8  been  

granted an i n c r e a s e  of $17,735 a n n u a l l y ,  a n  i n c r e a s e  of 26 per- 

c e n t .  



No h e a r i n g  w a s  h e l d  i n  t h i s  mat ter  and a c c o r d i n g l y  t h e  

decis ion of t h e  Commission is based  on i n f o r m a t i o n  c o n t a i n e d  i n  

t h e  a p p l i c a t i o n ,  w r i t t e n  s u b m i s s i o n s ,  a n n u a l  reports and  other 

documents  on f i l e  i n  t h e  C o r n m i ~ s i o n ~ s  offices. 

COMMENTARY 

J e s s a m i n e  is a n o n p r o f i t  water d i s t r i b u t i o n  sys t em o rgan-  

i z e d  and e x i s t i n g  unde r  t h e  l a w s  of t h e  Commonwealth of Kentucky 

and s e r v e s  a p p r o x i m a t e l y  369 customers i n  Jessamine County. 

TEST PERIOD 

Jessamine h a s  proposed  and t h e  Commiss ion  h a s  a c c e p t e d  t h e  

12-month p e r i o d  end ing  December 31, 1983, as t h e  test  period for 

d e t e r m i n i n g  t h e  reasonableness of the proposed rates .  In utiliz- 

ing  t h e  h i s to r i ca l  tes t  period, the Commission has g i v e n  f u l l  con-  

s i d e r a t i o n  t o  known and measurab le  c h a n g e s  found r e a s o n a b l e .  

REVENUES AND EXPENSES 

The f i n a n c i a l  da t a  f r o m  the 1983 Annual R e p o r t  has been  

u s e d  as t h e  bas i s  for d e t e r m i n i n g  r evenue  r e q u i r e m e n t s  i n  t h i s  

case. Jessamine proposed  a d j u s t m e n t s  t o  revenues and e x p e n s e s  as 

r e f l e c t e d  i n  t h e  c o m p a r a t i v e  income s t a t e m e n t  f i l e d  i n  At tachment  

3 i n  r e s p o n s e  t o  t h e  Commission's l e t te r  r e q u e s t i n g  i n f o r m a t i o n  

dated April 2 4 ,  1984. The C o r n m i s s i o n  has made t h e  following 

a d j u s t m e n t s  t o  reflect  ac tua l  and a n t i c i p a t e d  o p e r a t i n g  c o n d i t i o n e  

for ra te-making purposes: 

Adjustmente  f o r  A n t i c i p a t e d  G r o w t h  

Jessamine proposed  a d j u s t m e n t s  t o  increase r e v e n u e s  and  

e x p e n s e s  based on a n t i c i p a t e d  g r o w t h  rates and round ing  up to e v e n  
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amounts  . The a d j u s t m e n t s  t o  sales ,  p e n a l t i e s ,  and  p u r c h a s e d  

water were based  o n  a n t i c i p a t e d  g rowth  of 7 . 5  p e r c e n t .  No 

s t a t i s t i c a l  s t u d i e s  w e r e  ci ted and there w a s  no  f i r m  commitment 

for  r e s i d e n t i a l  or commercial b u i l d i n g  c i ted;  c o n s e q u e n t l y ,  t h e  

7 . 5  p e r c e n t  g rowth  rate is n o t  founded o n  known and measurable 

c r i te r ia .  Also, t h e  a d j u s t m e n t s  to  C u s t o m e r  Accounts  and 

A d m i n i s t r a t i v e  and General Salar ies  a t e  based  on an u n s p e c i f i e d  

g r o w t h  ra te  c i t i n g  n o  known and m e a s u r a b l e  c r i te r ia .  The p o l i c y  

of t h e  Commission is t o  d i s a l l o w  a d j u s t m e n t s  when t h e y  do n o t  meet 

t h e  known and measurable c r i te r ia .  T h e r e f o r e ,  t h e  Commission is 

of t h e  o p i n i o n  t h a t  t h e  a d j u s t m e n t  of $5 ,247  made t o  i n c r e a s e  

r e v e n u e s  and t h e  a d j u s t m e n t  of $5 ,220  made to i n c r e a s e  o p e r a t i n g  

e x p e n s e s  s h o u l d  n o t  be i n c l u d e d  h e r e i n  for ra te -making  p u r p o s e s .  

Pu rchased  Water 

Jessamine's 1983 Annual R e p o r t  s t a tes  t h a t  i t  p u r c h a s e d  

56,853.13 thousand  g a l l o n s  of w a t e r  a t  a t o t a l  cost of $44,317. 

Repr ic ing  t h e  a c t u a l  g a l l o n s  pu rchased  a t  Jessamlne'8 c u r r e n t  

s u p p l i e r ' s  rate of 81  c e n t s  per thousand  g a l l o n s  y i e l d s  a n  a n n u a l  

pu rchased  w a t e r  cost of $46,051. Therefore ,  t h e  Commission h a s  

d e t e r m i n e d  t h a t  a n  a d j u s t m e n t  s h o u l d  be made to  i n c r e a s e  purchased 

w a t e r  e x p e n s e  b y  $1,734. 

O u t s i d e  Services Employed 

J e s s a m i n e  reported e x p e n s e s  i n  1983 for O u t a i d e  S e r v i c e s  

Employed of $27,976. J e s s a m i n e ' s  r e s p o n s e  to  a r e q u e s t  for 

Responee to  Commieaion's I n f o r m a t i o n  Request dated J u n e  7,  
1 9 8 4 ,  Item NO. 2 .  
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a d d i t i o n a l  i n f o r m a t i o n  shows t h a t  $26,499 o f  t h i s  amount WBB 

i n c u r r e d  r e l a t i v e  to a p l a n  €or a d d i n g  a n  e l e v a t e d  water  t a n k  to 

t h e  sys t em.  J e s s a m i n e  stated,  in r e s p o n s e  to t h e  Commission's 

q u e r y  a s  t o  why t h e s e  costs s h o u l d  n o t  b e  c a p i t a l i z e d ,  t h a t  t h e  

u n c e r t a i n t y  of t h e  project, a s  y e t  t o  be s t a r t e d ,  made capi ta l -  

i z i n g  t h e  $26 ,499  u n r e a l i s t i c .  Account  N o .  1 B 3 - - O t h e r  Deferred 

Debits is s p e c i f i c a l l y  d e s i g n e d  to  accumulate c h a r g e s  r e l a t e d  to 

proposed c o n s t r u c t i o n  which is c u r r e n t l y  u n c e r t a i n .  T h e r e f o r e ,  a n  

a d j u s t m e n t  h a s  been  m a d e  to r educe  O u t s i d e  S e r v i c e s  Employed by 

$26,499 for ra te -making  purposes. JeSSamine s h o u l d  a d j u s t  i ts  

a c c o u n t i n g  records t o  reflect  t h i s  amount i n  Account No. 183- 

O t h e r  Deferred D e b i t s  i n  a c c o r d a n c e  w i t h  t h e  Uniform System of 

Accounts ,  pend ing  a d e t e r m i n a t i o n  of t h e  f i n a l  d i s p o s i t i o n  o f  t h e  

amount. 

R e g u l a t o r y  Commission Expense  

Jessamine proposed  a n  i n c r e a s e  of $1 ,250  i n  R e g u l a t o r y  

Commission Expense for  a d d i t i o n a l  s ampl ing  and t e s t i n g  d u e  t o  t h e  

proposed r e l o c a t i o n  and e l e v a t e d  t a n k  projects. The Commiss ion  

c i tes  J e s s a m i n e ' s  p r e v i o u s  r e s p o n s e  as to  t h e  u n c e r t a i n t y  o f  t h e  

proposed project and c o n c l u d e s  t h a t  o p e r a t i n g  e x p e n s e s  associated 

w i t h  t h e  p r o j e c t  are a160 u n c e r t a i n  an8  are n o t  known and tneasut-  

able .  Therefore ,  t h e  a d j u s t m e n t  of $1,250 made t o  i n c r e a s e  t h i e  

e x p e n s e  h a s  been  d e n i e d  f o r  ra te -making  purposes h e r e i n .  

u n c o l l e c t i b l e  Accounts ,  O f f i c e  S u p p l i e s ,  Property I n s u r a n c e  

Josmarnine proposod an  a g g r e g a t e  a d j u s t m e n t  to i n c k o a s e  

these e x p e n s e s  by $77 d u e  to a n t i c i p a t e d  i n f l a t i o n .  The amount of 
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U n c o l l e c t i b l e  Accounts  would n o t  be p r i m a r i l y  a f u n c t i o n  of i n f l a -  

t i o n .  O f f i c e  S u p p l i e s  may h a v e  some i n f l a t i o n a r y  component;  how- 

e v e r ,  t o  d e t e r m i n e  the e f f e c t s  of i n f l a t i o n  on  t h i s  a c c o u n t  would 

be e x t r e m e l y  s p e c u l a t i v e .  Any i n c r e a s e  i n  P r o p e r t y  I n s u r a n c e  

could be e v i d e n c e d  by b i l l i n g  invoice ,  b u t  n o  s u c h  documen ta t ion  

was p r o v i d e d .  The Commission is of t h e  op in ion  t h a t  t h e s e  a d j u 8 t -  

men t s  do n o t  m e e t  t h e  Commission 's  known and measurable cri teria 

and ,  therefore, t h e y  have  n o t  b e e n  i n c l u d e d  i n  projected o p e r a t i n g  

e x p e n s e s .  

O t h e r  Income 

Jessamine proposed  a r e d u c t i o n  i n  interest and d i v i d e n d  

income of $6,568 c i t i n g  a r e d u c t i o n  i n  c a s h  ava i lab le  for i nves t -  

ments  due t o  t h e  use of an undetermined  amount of monies for cur- 
r e n t  o p e r a t i n g  expenses .  I n  r e s p o n s e  to the Commission's request 

for  a d d i t i o n a l  i n f o r m a t i o n ,  J e s s a m i n e  provided t h e  December 31, 

1983, year-end c a s h  balances and t h e  rates a t  which t h e s e  b a l a n c e s  

w e r e  i n v e s t e d .  Based o n  c a l c u l a t i o n s  performed o n  t h e  da ta  con- 

t a i n e d  i n  Je s samine ' s  r e s p o n s e ,  t h e  cash i n v e s t m e n t s  as of Decem-  

ber 31, 1983 ,  w o u l d  produce $2,789 less t h a n  t h e  t e s t - y e a r  a c t u a l  

o t h e r  income. * T h e r e f o r e ,  the Commission h a s  made an adjustment 

Cash Balance 
12/31/8 3 Nomine1 R a t e  Effective Rate Revenue 

$72,697 
11,076 

4 , 4 4 2  
1 , 0 6 6  

$89,281 

9.39% 
5.25% 

-0-  
5.25% 

-5- 

9.80% $7 I 126 
5 .386 596 

-0- -0- 
5.38% 57 

$7r779 



to reduce Other Income by $2,789, which results in adjusted Other 

Income of $7,779. 

Depreciation 

Jessamine's depreciation expense reported for the  t e s t  

period was based on the total utility plant in service of 

$257,688. It is the policy of the Commission, set out in numerous 

decisions, to compute depreciation expense for rate-making put- 

poses on the b a s i s  of the original cost of plant in service less 

contributions in aid of construction. The Commission has 

determined that contributions in aid of construction represent 

approximately 33 percent of t h e  total cost of utility plant in 

service. Therefore, depreciation expense has been reduced by 

$2,108 to exclude depreciation on assets purchased with contribu- 

tions in aid of construction. 3 

After consideration of the aforementioned adjustments, the 

Commission finds Jessaminegs adjusted test period operations to be 

as follows: 

Actual  Pro Foma Adjusted 
Tee t Period Adjustments Test Per iod  

Operating Revenues  $ 68,353 -0- $ 68,353 
112 503 

I Z d T m  
Operating Expensee 
Opersting Income 

$<26 943> rn 
Other Income $ 10,568 $ ( 2 , 7 8 9 )  $ 7,779 
Interest EXpen8e on 

Long-Term bebt  
N e t  Income 

4 221 lwnhm 
<150> 

3 24 ,301  
4 071 sm-km 

- 33% Contribution8 in Aid of Construction $85,776 
Plant in Service $257,668 

$6 ,389  (Depreciation Expense) X .33 = $2,108. 
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REVENUE REQUIREMENTS 

J e s s a m i n e ' s  d e b t  service based  o n  t h e  a v e r a g e  p r i n c i p a l  and  

interest payments  d u e  w i t h i n  the n e x t  5 years is $ 7 , 5 5 2 .  Jesse- 

mine's bond o r d i n a n c e  of 1966 requires a cash r e s e r v e  of $ 7 , 2 0 0 .  

J e s s a m i n e ' s  bond and i n t e r e s t  s i n k i n g  fund  and d e p r e c i a t i o n  fund 

b a l a n c e s  a s  of December 31, 1983, totaled $89,591,  which demon- 

s t ra tes  a cash posit ion s u b s t a n t i a l l y  i n  e x c e s s  of n e c e s s a r y  

working cap i ta l  and required reserves. However , t h e  a d j u s t e d  

t e s t - p e r i o d  operating statement reflects a net o p e r a t i n g  loss of 

$138502 which i n  time would s e r i o u s l y  impair J e s s a m i n e ' s  a b i l i t y  

to  meet its f i n a n c i a l  o b l i g a t i o n s .  

J e s s a m i n e ' s  1983 b a l a n c e  s h e e t  r e f l e c t s  t empora ry  cash 

i n v e s t m e n t s  of $1580001 c a s h  and working f u n d s  of $12,089 i n  

a d d i t i o n  t o  t h e  $89,591 i n  d e p r e c i a t i o n  and s i n k i n g  fund r e s e r v e s .  

T h i s  l e v e l  of c a s h  r e s e r v e s  e x c e e d s  t h e  o u t s t a n d i n g  p r i n c i p a l  

b a l a n c e  of J e s s a m i n e ' s  long- te rm debt .  The Commission t y p i c a l l y  

allows a d e b t - s e r v i c e  c o v e r a g e  of 1 .2x  i n  d e t e r m i n i n g  the revenue 

r e q u i r e m e n t s  of water d i s t r i c t s .  However, i n  t h i s  i n s t a n c e ,  a 

1.2X d e b t - s e r v i c e  c o v e r a g e  would p r o v i d e  a d d i t i o n a l  cash reserves 

which are n o t  r e q u i r e d  t o  meet c u r r e n t  and  expected financial 

o b l i g a t i o n e  of Jessamine .  Therefore, the Commiseion is of the 

opinion t h a t  a d e b t - s e r v i c e  c o v e r a g e  of 1.1x w i l l  p r o v i d e  s u f f i -  

c i e n t  r e v e n u e s  to keep Jessamine operative on a sound f i n a n c i a l  

basis. Therefore, to m a i n t a i n  Jessamine's f inancia1 c o n d i t i o n ,  

a d d i t i o n a l  r evenues  of $17 ,735 w i l l  be r e q u i r e d .  Based on 

sdjueted t e s t  period reeul te ,  t o t a l  r evenue6  of $ 8 6 , 0 8 8  w i l l  

produce n e t  o p e r a t i n g  income of $4 ,236  which,  a f t e r  c o n s i d e r i n g  
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I 

o t h e r  income of $7,779, w i l l  be s u f f i c i e n t  to allow Jessamine  to 

pay its o p e r a t i n g  e x p e n s e s  and m e e t  i ts a n n u a l  debt-service 

o b l i g a t i o n s .  

RATE DESIGN 

Jessamine presen t ly  b i l l s  a l l  customers o n  a s i n g l e  ra te  

s c h e d u l e  c o n s i s t i n g  of t h r e e  ra te  steps. Jessamine proposed  t o  

change its rate d e s i g n  by l o w e r i n g  t h e  minimum u s a g e  l e v e l  from 

3 , 0 0 0  t o  2 , 0 0 0  g a l l o n s ,  a d d i n g  a f o u r t h  ra te  step and a d j u s t i n g  

t h e  i n t e r i m  u s a g e  levels. I n  support of t h i s  proposal, Jessamine  

f i l e d  a F e a s i b i l i t y  S t u d y  for Water System Improvements which 

inc luded ,  a t  Pages 5-10 of the Summary Addendum to  the report, an 

a n a l y s i s  of w a t e r  usage p a t t e r n s  of its customers. This a n a l y s i s  

s h o w s  t h a t  t h e  numbers of c u s t o m e r s  a n d  t h e i r  usage  p a t t e r n s  cor- 

relate w i t h  t h e  e x i s t i n g  ra te  s t r u c t u r e .  N o  s i g n i f i c a n t  change  1s 

shown by t h e  f o r e c a s t  of water u s a g e  and no f u r t h e r  j u s t i f i c a t i o n  

was p r e s e n t e d  for t h e  proposed  change i n  ra te  structure.  I n  a d d i -  

t i o n ,  t h e  Commiss ion  is of t h e  o p i n i o n  t h a t  t h e  preaent  ra te  

s t ruc ture  will provide a more equitable  distribution of the 

Increase g r a n t e d  h e r e i n  t h a n  t h a t  proposed  by Jessamine. 

The above-mentioned water u s a g e  a n a l y s i s  also shows t h a t  

J e s s a m i n e  has  a p p r o x i m a t e l y  2 2  l - i n c h  and 1 1/2- inch meters i n  

use. The Commiss ion  is of t h e  o p i n i o n  t h a t  d u e  to the higher 

costs i n v o l v e d  i n  p r o v i d i n g  s e r v i c e  through larger m e t e r s  minimum 

b i l l s  and u s a g e  l e v e l s  s h o u l d  be e s t a b l i s h e d  for larger  m e t e r s  

which are more r e f l e c t i v e  of m e t e r  capaci ty  and t h e  cost of pro- 

v i d i n g  such service. 
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Jessamine's current t a r i f f  provides for tap fees for  3/4- 

i n c h ,  l - i n c h  and 1 1/2- inch meters w i t h  a h i g h e r  t ap  fee f o r  a 

commercial customer u s i n g  a 3/4-inch meter t h a n  a r e s i d e n t i a l  cus- 

tomer r e c e i v i n g  t h e  same s e r v i c e .  No change  was proposed  f o r  tap 

fees; however,  i n  its response t o  the Commission's data  request of 

June 7 ,  1984,  J e s s a m i n e  s t a t e d  t h a t  t h e  c u r r e n t  t ap  fees are n o t  

compensa tory ,  a need t o  i n c r e a s e  t h e  fees is a n t i c i p a t e d ,  and it 

d o e s  n o t  know t h e  r e a s o n  for the difference in t h e  fees for 

3/4-inch meters. The Commission is of t h e  o p i n i o n  t h a t  J e s s a m i n e  

should r ev iew its s c h e d u l e  of t a p  fees a n d ,  s h o u l d  i n c r e a s e s  

appear n e c e s s a r y ,  f i l e  p roposed  t a p  fees w i t h  t h e  Commission a l o n g  

w i t h  appropriate cost j u s t i f i c a t i o n  fo r  each size meter. 

SUMMARY 

The Commission, a f t e r  c o n s i d e r a t i o n  of the e v i d e n c e  of 

record and b e i n g  a d v i s e d ,  is  of t h e  o p i n i o n  and f i n d s  t h a t 2  

1. The change i n  ra te  d e s i g n  proposed by J e s s a m i n e  i a  n o t  

j u s t i f i e d  a t  t h i s  t i m e  and s h o u l d  be denied. 

2. Minimum usage l e v e l s  and b i l l s  s h o u l d  be e s t ab l i shed  

for each m e t e r  s i z e .  

3. Jessamine  s h o u l d  r e v i e w  its s c h e d u l e  of t ap  fees a n d ,  

s h o u l d  c h a n g e s  appear n e c e s a a r y ,  f i l e  its proposed change8  w i t h  

t h e  Commission a l o n g  w i t h  a p p r o p r i a t e  cost j u s t i f i c a t i o n  for each 

size m e t e r .  

4 .  The rates p roposed  by Jes samine  ace u n f a i r ,  unjust and 

u n r e a s o n a b l e  in t h a t  t h e y  w i l l  produce r e v e n u e s  i n  excees of those 

found r e a s o n a b l e  h e r e i n .  
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5 .  The rates i n  Appendix A are t h e  f a i r ,  j u s t  and reason- 

able rates to be  charged b y  Jessamine and should  be  approved. 

XT I S  THEREFORE ORDERED t h a t  t h e  change i n  r a t e  design 

proposed by Jessamine  b e  and it hereby  is d e n i e d .  

I T  IS FURTHER ORDERED t h a t  t h e  rates proposed by J e s s a m i n e  

be and t h e y  hereby are d e n i e d .  

I T  I S  FURTHER ORDERED t h a t  t h e  ratee and charge8 in 

Appendix A be and t h e y  h e r e b y  are approved for services rendered 

on and after t h e  d a t e  of t h i s  Order. 

I T  IS  FURTHER ORDERED t h a t ,  w i t h i n  30 d a y s  of t h e  d a t e  of 

t h i s  Order, Jessamine shall file its r e v i s e d  tariff sheet8 s e t t i n g  

o u t  t h e  rates  and c h a r g e s  approved h e r e i n .  

Done a t  Frankfort ,  Kentucky, t h i s 1 9 t h  day of September, 

1984. PUBLIC SERVICE COMMISSION 

ATTEST x 

Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 
1984 

4676-1 DATED SEPTEMBER 19, 

The following rates are prescribed for customers in 

t h e  area served by Jessamine County Water District N o .  1. 

All other rates and charges not specifically mentioned herein 

s h a l l  remain t h e  same a s  t h o s e  i n  effect under a u t h o r i t y  of 

t h e  Commission prior to t h e  e f f e c t i v e  date of t h i s  Order. 

MONTHLY RATES 

First 3 , 0 0 0  gallons 
Next 7,000 g a l l o n s  
Over 10 ,000  g a l l o n s  

$ 8 . 2 5  Minimum 
1 . 4 0  per 1,000 g a l l o n s  
1.20 per  1 ,000  gallons 

MINIMUM B I L L S  

MINIMUM MONTHLY 
METER SIZE WATER USAGE MINIMUM B I L L  

3/4-inch 
1-inch 

1 1/2-inch 

3,000 gallons $ 8.25 

10,000 gallons 18.05 
5,000 g a l l o n s  11.05 

A l l  usage above t h e  minimum w i l l  be b i l l e d  a c c o r d i n g  

to t h e  genera l  r a t e  s c h e d u l e .  


